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Malaysia has emerged as global hub for sukuk. However, the Malaysian sukuk market has 
undergone many defaults and face massive competitive pressure. Distressed by the 
defaults, the sukuk issuances went downwards and are still unable to increase to the 
previous level. Defaults are contagious and difficult to be managed after their eruption. In 
this scenario, the financial health and stability of sukuk issuers must be analysed and the 
precautionary tools to mitigate the default risk must be explored. Hence, this study was 
aimed to analyse the distance to default (DD) of sukuk issuers listed on Bursa Malaysia. it 
also analysed the impact of corporate governance (CG) and corporate social sustainability 
(CS) on DD to investigate the mitigating effect of these variables. Moreover, the mediating 
role of CS was also analysed. Conceptual framework ⁁of this study was grounded on 
agency theory and stakeholder theory. DD was calculated using Bharath and Shumway 
naïve model, since this model uses accounting and market data as well. CG was measured 
on its aspects of board composition and audit quality while the CS was calculated by 
⁁using the framework of Global Reporting Initiative. The data was taken from 33 sukuk 
issuing corporations listed on Bursa Malaysia from 2011 to 2017 that yielded the sample 
size of 231 observations. The GMM technique was used for model estimation. The results 
showed that sukuk issuers related to communication, logistics and industrial goods had the 
biggest DD and hence the lowest credit risk while property and energy sectors were at the 
highest risk of default. GMM regression demonstrated that CG variables were showing 
different impact on CS and DD, but overall CG exhibited a positive impact on CS and DD. 
While all the CS pillars, namely the economic, social and environmental CS showed 
positive impact on DD. Moreover, it was noted that CS mediates the relationship between 
CG and DD. The results were robust across alternative measures and against different 
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econometric tests. Under the policy implications, this study suggests Bursa Malaysia to 
implement CG according to market norms and the female directors serving at the board 
must be empowered due to their positive impact on DD and CS. The study has rendered 
important empirical evidence for the determinants of DD of Malaysian sukuk issuers This 
study analyzed DD of sukuk issuers built on the theoretical framework of agency and 
stakeholder theory and It was noted that none of these theories are sufficient to fully 
explain the empirical results and hence need rectifications. Sukuk issuance is a newer 
phenomenon than bonds and henceforth has lesser studies on it. In this context, this study, 
to a certain degree, has contributed to the current literature by analyzing the default risk of 
sukuk issuers and the role of CG and CS in this regard. 





Jarak Kemungkinan Mungkir Penerbit Sukuk Korporat Malaysia: Peranan Tadbir Urus 
Korporat dan Kelestarian Sosial Korporat 
 
ABSTRAK 
Malaysia telah muncul sebagai hab global untuk sukuk. Tetapi pasaran sukuk Malaysia 
telah mengalami banyak kegagalan dan menghadapi tekanan daripada persaing yang 
besar. Mengharurungi tekanan ini, penerbitan sukuk telah mengalami penurunan dan 
masih belum menunjukkan peningkatan. Kemungkiran membayar balik telah menular dan 
adalah sukar untuk diuruskan setelah ianya terjadi. Dalam keadaan ini, kemapanan dan 
kestabilan kewangan penerbit sukuk mesti dianalisis. Langkah berjaga-jaga untuk 
mengurangkan risiko ingkar membayar balik harus diterokai. Dalam perkembangan ini, 
kajian ini menganalisis jarak kemungkinan mungkir (DD) penerbit sukuk yang 
disenaraikan di Bursa Malaysia. Kajian ini juga menganalisis kesan tadbir urus koprorat 
(CG) dan kelestarian sosial korporat (CS) terhadap DD untuk menyiasat kesan 
pengurangan pembolehubah ini. Disamping itu, kesan pembolehubah CS sebagai 
perantara juga dikaji. Kerangka konsep bagi kajian ini adalah berpandukan kepada teori 
agensi dan teori pemegang taruh. DD diukur dengan beraskan model naif Bharath dan 
Shumway. Model ini menggunakan data perakaunan dan pasaran. CG diukur berdasarkan 
aspek komposisi lembaga pengarah dan kualiti audit syarikat, manakala CS dikira dengan 
mengikuti kerangka Inisiatif Pelaporan Global. Saiz sampel adalah sebanyak 231 syarikat, 
dan data diambil dalam tempoh tahun 2011-2017. Hasil kajian menunjukkan bahawa 
penerbit sukuk yang berkaitan dengan sektor komunikasi dan logistik dan sektor barangan 
perindustrian mempunyai DD terbesar dan dengan itu, risiko kredit bagi sektor - ini 
adalah paling rendah. Keadaan ini adalah berlainan bagi sektor hartanah dan tenga 
dimana tahap risiko kredit kedua sektor ini berada pada tahap yang tertinggi. Regresi 
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GMM digunakan untuk menganalisis kesan CG dan CS terhadap DD. Pembolehubah CG 
mempunyai impak yang berbeza terhadp CS dan DD, tetapi pembolehubah CG 
keseluruhannya menunjukkan kesan positif terhadap CS dan DD. Jika diambilkira semua 
tonggak CS, ekonomi, sosial dan alam sekitar, pembolehubah ini menunjukkan kesan 
positif terhadap DD, CS menunjukkan kesan positif terhadap DD dalam agregat, dan CS 
juga adalah menjadi sebagai pengantara antara CG dan DD. Hasil kajian ini boleh 
dikatakan mantap merentasi ukuran alternatif bagi pembolehubah yang digunakan dan 
juga mantap terhadap berbagai ujian ekonometrik. Dari segi implikasi dasar, kajian ini 
menggalakkan pihak Bursa Malaysia untuk mengambil langkah untuk melaksanakan CG 
mengikut norma pasaran. Di samping itu para pengarah wanita seharusnya diberi kuasa 
keran, mengikut kajian ini, terdapat kesan positif mereka terhadap DD dan CS. Kajian ini 
turut menymbang bukti empirikal yang penting berkaitan aspek penentu DD penerbit 
sukuk di Malaysia. Sukuk menjadi fenomena baru dan mempunyai literatur yang tidak 
mencukupi. Oleh itu, kajian ini merupakan sumbangan utama dengan menganalisis risiko 
penerbit sukuk dan kesan CG dan CS dalam hal ini. 
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Bonds are financial instruments dealing on fixed interest payments over the loan 
capital invested by the bondholders, while the borrower is usually a corporate entity or the 
governments. They can be conceived as the loan agreements between the financer and a 
borrower entailing the capital amount, interest rates and maturity dates. Borrower in the 
bond transaction is the bond-issuer and the investors or financers are the bondholders. 
Conventional bonds are debt instruments paying a fixed interest income to the investors, 
while the sukuks are the Sharia compliant alternative to the conventional bonds. Sukuks 
are different from conventional bonds by their underlying structures, while on the other 
hand they are analogous in paying a fixed periodic return. The fixed returns in the sukuks 
are generated by investing in economic activities those are Sharia compliant and profitable 
(Ayub, 2007; Suriani, Majid & Nazaruddin, 2018). In this context, they are the investment 
certificates rather than the debt instruments. Because Islamic law prohibits any return 
above the loan capital, alternatively, they are structured on different kind of Sharia 
compliant business contracts, such as Ijara1, Mudarba2 and Murabaha3. Resembling their 
conventional counterparts, the investors buying the sukuks are termed as sukuk-holders, 
while the corporates receiving investments by sukuk contracts are called sukuk issuers and 
                                                 
 
1 Ijara is Sharia compliant leasing contract. The lessee is entitled to use the baseline asset for a specific time 
in lieu of predetermined rentals given to lessor.  
 
2 Mudarba is investment sharing contract where one entity to the joint-venture contributes in the form of 
monetary capital and the other contributes the management skills. The returns are pro-rata shared.  
 
3 Murabaha is cost plus credit sale. The buyer enjoys the immediate transfer of ownership while he will pay 
later with some predetermined increments.    
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the interrelation between these economic agents are dealt by underlying contract. Once the 
issuer is unable to meet its obligations as per the contract, the sukuk is deemed as 
defaulted. It creates a huge negative signal and discourages potential investor hence the 
market players struggle to mitigate the defaults before it befalls.   
After presenting the explanation of these definitional matters as the preamble to the 
current study, the significance of sukuk, background of the sukuk defaults and their 
repercussions to economic markets of Malaysia are discussed in the next sections of this 
chapter.  
1.2 Background 
International Monetary Fund (IMF) in its report, Islamic Finance and the role of 
IMF, has documented that Islamic finance showed its strength and resilience. According to 
this report, although the global market share of Islamic finance industry is still a niche, but 
its growth is so prosperous that it has penetrated the current financial market to a good 
level of achievement. It is systematically important for the whole world in general and for 
Asia, in particular. Owing to its penetration, rapid growth and the role in global economies, 
IMF has expressed its strategic support to Islamic finance (IMF, 2015). The report went on 
to mention that the sector has the potential to maintain its growth projectile if sukuks are 
focused with better risk and return dynamics, firstly, because the Islamic finance industry 
will be promising to different geographical lactations via spectacular outreach of sukuk. 
Secondly, the sector of sukuk investments is impressive in terms of its size as well. Islamic 
finance market is spread with broad array of institutions like banking sector (Khokhar, 
Hassan & Khan, 2020); sukuk and security market (Hasan, Rahman & Yazid, 2020), 
Leasing or Ijara companies (State Bank of Pakistan, 2018), insurance or Takaful (Billah, 
Ghlamallah & Alexakis, 2019), investment funds or Modarbas (State Bank of Pakistan, 
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2018) and Islamic micro financing institutes (Afonso, Cox & Thorpe, 2020). Among this 
universe of Islamic investment and financial institutes, yet the sukuk has its own 
significance. If sukuk assets are merged with Islamic banking assets, they take 95% assets 
of all Islamic finance market collectively (IMF, 2015). Thirdly, sukuk is a viable option to 
transform a fixed asset to profitable financial asset (Ahmed, Islam & Hashim, 2020). This 
conversion of fixed asset to financial asset adds cost efficiency in the market. Fourthly, the 
significance of this financial tool lies in its relation to a wide range of ease in financing 
private corporate projects to public financing for developmental infrastructures like dams, 
hospitals, airports and highways. In other words, it can be a viable tool of financing for 
business and social projects (Ayub, 2007; Alvi et al., 2018). 
Sukuk has proven its strength since its inception in the decade of 1990. Its share in 
the global market is 106,960 (2014) and 60,693 (2015) in USD billions (IIFM, 2015). Asia 
bond monitor, working under the Asian Development Bank tells its average growth rate is 
27.8%, as counted with 2011 as the base year (Mohammed, 2015).  
Along with these impressive statistics, the sukuk market has been confronted with 
some challenges in 2015. Sukuk growth during 2012 and 2013 had been at its positive and 
uprising trend and by 2013, it reached its highest peaks with record issuances. But by the 
year of 2015, the sukuk market was not able to maintain its positive growth. Analysts of 
the sukuk market have contended that the sukuk market has entered the “consolidation 
phase”, where a range of external factors, like the continuing economic uncertainties 
precipitated by financial crisis, sluggish economy of post crisis era, sharp decrease in the 
prices of oil and certain commodities, political turmoil that further slowed the recovery of 
economy and increasing benchmark rates have consolidated to put a pressure on sukuk. 
Within the consolidation phase, investors were not merely concerned with growth and 
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accumulating profits, they also became more cautious to note the protections on their 
investments in terms of the riskiness of investees (IIFM, 2015, p. 3).  
Moreover, Malaysian issuers were given the imperative of structuring the sukuk 
such that no short term sukuk could be launched. The past issued short term sukuk matured 
in 2014 and further short term issuance were banned by Malaysian central bank, Bank 
Negara Malaysia (BNM), was another factor that hinders the growth of sukuk issues 
(Bouyamourn, 2015). This verdict by BNM negatively impacted the global issuance 
volume with a magnitude of USD40 billion (Parker, 2016).  
Some market analysts have highlighted other reasons for its downfall. They 
mentioned that among others, the deteriorating value of Malaysian Ringgit also brought the 
downfall in sukuk issuance (Nikkei, 2015). This shows the significance of Malaysian 
economy’s role in sukuk issuance to the extent that the national currency and central bank 
of Malaysia have global impacts. Malaysian economy was declared by the IMF and BNM 
to have achieved its aspired fore-runner status as the global sukuk hub by 2010 (Sy, 2007; 
Bank Nagara Malaysia, 2011; Nikkei, 2015). Malaysia went out with market liberalization 
and sukuk made up 55% of local debt securities, 70% of that is corporate issuances and 
25% of global sukuk assets lie in Malaysian market assessed at USD 423 billion (Bank 
Nagara Malaysia, 2011; ETP, 2015). Malaysia is receiving benefits form sukuk market in 
terms of monetary and human capital. The Malaysian economy is expected to gain USD 
1,633 billion and to foster 11,644 jobs from sukuk resources by 2020 (ETP, 2015). Several 
countries including Bahrain, Indonesia, Japan, Kazakhstan, Kuwait, Singapore and United 
Arab Emirates have issued sukuk in non-local currencies. Malaysian Ringgit is often 
chosen as the currency of issuance rather than USD and EUR (IIFM, 2015). The financial 
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tool of sukuk has channelled the capital around the globe to be invested in Malaysia which 
contributed to its economic growth. 
However, the market forces have changed dramatically, and this adds a great 
competitive pressure on Malaysia. The deteriorating Malaysian ringgit, inflation, Southeast 
Asian political instability and the potentially rival market players are some of the concerns. 
There is a steady increase in the market share of Indonesia, Turkey and Qatar. Bahrain 
doubled its sukuk investment just in the span of a single year (IIFM, 2015). Saudi Arabia 
has support from IMF to appear as another major competitor of sukuk industry (IMF, 
2016). Market volatility has taken the market to make the participants cautious in general 
(Nikkei, 2015) with a 45-56% downward blow in their confidence at financial market 
around the globe (Ernst & Young, 2009)4. If defaults erupt in such scenario, the already 
cautious investor will be more pessimistic.  
Malaysian economic history shows that a series of Sukuk defaults by 2000-2013, 
numbering 26 cases shook the Malaysian sukuk market. The year 2009 was the worst of it 
and was coined as the “year of defaults” by academicians (Kamarudin, Kamaluddin, 
Manan & Ghani, 2014; Shahida, Hafizuddin Syah, Daud & Hafizi, 2014). Crisis hit the 
market and the defaults sored up. Sukuk defaults decreased after crisis but have not been 
eradicated. The defaults are still giving negative shocks to the sukuk market (Busari, 
Abdulaziz, Zakariyah & Amanullah, 2019).    
The body of literature formulates that the defaults have led to a downward swing in 
the reputation of Malaysia as an international sukuk hub (Majid et al., 2010). Khnifer 
(2010) stated that during his data collection on sukuk defaults, not only he, being from the 
                                                 
4 The downswing in the investor confidence around different regions of the globe was noted at different 
levels. Some of the countries were off course more heavily blown but overall, it was felt that the defaults 
have given a general decrease in investors’ confidence and needed to be managed for the sustainability and 
growth of capital markets (Ernest & Young, 2010).    
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academic circle, but also the personnel in the law firms and the credit rating agencies were 
mainly ignorant of the number of cases of sukuk defaults since only a few cases were in 
the limelight. There was at least one default occurred per month during the financial crisis. 
If industry have not “turned blind” in alarming the stakeholders after the first default, the 
situation might have been different to not shake the industry like the economic jerks it 
received (Khnifer, 2010). For the defaults by 2012, Sukuk industry had paid the price of 
this negligence, with a total loss of USD 2.243 billion only in Malaysia (Kamarudin et al., 
2014). Amount of USD 2.243 billion was invested in sukuk market but ended in defaults. 
Although some of the sukuks were paid by grantor but this heavy amount was not 
efficiently invested. If the defaults would not have occurred this amount could be the 
source of rich economic investment and growth (Majid, Shahimi & Abdullah, 2010).   
Amid the current pressing market and competitive forces of currency rates, 
reference rates, inflation, oil and commodity prices, the industry survival is at stake. 
Analytics from the Financial Times have alarmed that dynamics and the limits of market 
are going to be shaped by the players who know how they going to come over in the post 
crisis era (Wigglesworth, 2009). Hence, there is a need to note the markets’ riskiness and 
polish the accountability, self-check and catering the mitigating factors. It is crucial to 
check that what new pillars can be supportive, trusted and made better. For safety 
measures, the competitors have started labouring their tasks. Turkey Capital Markets 
Board, for instance, in 2015 has given new risk management framework for its market in 
the name of 5 Communique Model to manage the defaults (IIFM, 2015). Once the 
catastrophe of default series has ignited, due to its contagious nature, it would be harder 
and arduous to overcome (Joriona & Zhangb, 2007) than being aforehand prepared by 
integrating modern and sophisticated tools. Questing new tools is imperative as the current 
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bond market tools are not of satisfactory level, and this concern is even more complex with 
respect to East Asian economy (Khanchel, 2007; Saad et al., 2016).  
As discussed in preceding lines, sukuk has an eminent place in the financial market, 
yet owing to a relatively new phenomenon, studies upon it are limited. Studies on sukuk 
typically explore its structures, Islamic legitimacy, ratings and relation to stock and bond 
market (Alam, Hassan & Haque, 2013; Godlewski, Turk-Ariss & Weill, 2013; Kamarudin, 
Kamaluddin, Manan & Ghani, 2014). If the default cases were discussed previously, the 
reference would have been the relevant legal protections to the holders under land laws 
(Khnifer, 2010), relevant protections to the holders given under Islamic law (Van-
Wijnbergen & Zaheer, 2013) the impact on market reputation (Majid et al., 2010) and the 
differential analysis of financial variables between defaulted and non-defaulted issuers 
(Shahida et al., 2014). Taking the default measures as continuous variables and checking 
the impact of CG and CS is vacant in the literature at all. CG is the set of internal rules, 
codified or precedential, to manage the functioning of a firm by operationalizing the inter-
relations and hierarchy of personnel and the directors, internal and external stakeholders. 
While CS is a business approach that makes long-term value not only for business itself 
but also for other stakeholders like purchasers and suppliers by considering over each 
dimension of how a business works in the economic environment and social arena, not 
merely focusing the monetary growth. It can be noted from simple conceptualization of CG 
and CS that both are objected to make a business more resilient and financially stable.   
1.3 Nature of Sukuk  
Islamic law, the Sharia in lexicography, is not concerned with profits only but also 
the profiteering. It goes to variegate the transactions into permissible or Halal and 
impermissible or Haram, based on their nature and operationalization. Interest on loans, 
